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November 4, 2002

The Honorable Sara Kyle

Chaimnan DOCKET NC.
Tennessee Regulatory Authority O 2. O / 20 2

460 James Robertson Parkway
Nashville, TN 37243

Re: Application for Approval of the Transfer of Control of XO Tennessee. Inc.
from XO Communications, Inc., Debtor-In-Possession, to a Reorganized
XO Communications, Inc. Controlled by High River Limited Partnership

Dear Chairman Kyle:

Enclosed please find an original and thirteen copies of the above-captioned application
for filing with the Tennessee Regulatory Authority (the “Authority”) along with a check in the
amount of $25.00 for the filing fee."

This application requests TRA approval of a transfer of control of XO Tennessee, Inc.
from one parent company to another. The transfer is a result of the reorganization of the parent
company and will have no impact on rates and services in Tennessee.

The Applicants request that the TRA approve this application no later than Dec, 16, 2002.

! This is the second plan of reorganization of XO Communications, Inc. (“XO”) presented to the Authority

for approval — the first plan, involving Telmex and Forstmann Little, was approved by the Authority on June 12,
2002 in Docket No. 02-00525. As described in the enclosed Application, however, the first plan will not be
implemented. Instead, the reorganization of XO to emerge from bankruptcy will be accomplished pursuant to an
alternate plan described in the enclosed Application — the “Stand-Alone Plan.”
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" The Honorable Sara Kyle
November 4, 2002
Page Two

cc: Dana Shaffer

Respectfully submitted,

BOULT, CUMMINGS, CONNERS & BERRY, PLC.

w

Henry Walker ﬂ/

414 Union Street, Suite 1600
P.O. Box 198062

Nashville, Tennessee 37219
(615) 252-2363

Nicholaus G. Leverett, Esq.

Marissa G. Repp, Esq.
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BEFORE THE TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

Application for Approval of the Transfer of
Control of XO Tennessee, Inc. from XO
Communications, Inc., Debtor-In-Possession, to a
Reorganized XO Communications, Inc.
Controlled by High River Limited Partnership

Docket No.

N’ S’ Nt N’ N N’

APPLICATION FOR APPROVAL OF TRANSFER OF CONTROL AND REQUEST
FOR EXPEDITED TREATMENT

This Application seeks Tennessee Regulatory Authority (the “Authority”) approval, to

the extent reqﬁired, of a transfer of control of XO Tennessee, Inc. (“XO Tennessee”), from its

- parent, XO Communications, Inc., Debtor-in-Possession (“XO” or the “Company”), to a newly

reorganized XO Comr;lunications, Inc. (“Reorganized XO”), a majority of whose stock will be

owned by High River Limited Partnership (“High River”), a Delaware limited partnership

ultimately controlled by Carl C. Icahn, in accordance with a plan of reorganiiation for XO’s

emergence from its current bankruptcy proceeding.’ X0, XO Tennessee and Reorganized XO,
as controlled by High River, are referred to herein collectively as the “Applicants.”

This is the second plan of reorganization presented to the Authority. On June 12, 2002,

the Authority approved a transfer of control pursuant to a reorganization plan fhat contemplated

an $800 million investment by an indirect, wholly owned subsidiary of Telefonos de Mexico,

! Meadow Walk Limited Partnership (“Meadow Walk”), a Delaware limited partnership also ultimately

controlled by Carl C. Icahn, holds XO notes, which will entitle it to an approximate 1.4% equity interest in
Reorganized XO. The majority and controlling interest in Reorganized XO, however, will be issued to High River.
Shortly after High River and Meadow Walk acquire the stock of Reorganized XO, they may distribute such stock so
that it will be held by Cardiff Holding LLC (“Cardiff”). Cardiff is a Delaware limited liability company, which is
ultimately controlled by Carl C. Icahn. Consequently, references in this Application to High River also refer, where
appropriate, to Cardiff, as potential holder of the majority of the stock of Reorganized XO. Cardiff is a newly
created limited liability company not currently engaged in any business but formed for the purpose of holding the
interest in Reorganized XO, should it be deemed desirable to do so.
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S.A. de C.V. (“Telmex”) and by funds affiliated with Forstmann Little & Co. (“Forstmann
Little”) in exchange for approximately 80% of the reorganized company’s equity and the
elimination of most of the Company’s unsecured debt and all of its existing equity (the
“Forstmann Little/Telmex Plan”).> The Forstmann Little/Telmex Plan was premised on the
terms of a Stock Purchase Agreement dated January 15, 2002 (“Purchase Agreement”). While
that application was pending, XO notified the Authority that on June 17, 2002, XO had filed a
petition with the U.S. Bankruptcy Court for the Southern District of New York (“Bankruptcy
Court™) pursuant to Chapter 11 of the U.S. Bankruptcy Code, seeking temporary protection from
claims of creditors while the Company reorganized its operations and restructured its finances.”
Although the reorganization of X0 according to the Forstmann Little/Telmex Plan was
confirmed by the Bankruptcy Court on August 26, 2002, and the Federal Communications
Commission granted XO’s applications on October 3, 2002, the Forstmann Little/Telmex Plan
will not be implemented. XO, Forstmann Little and Telmex have reached an agreement pursuant
to which the Purchase Agreement will be terminated and any potential claims relating to the
Purchase Agreement or its termination will be settled. The termination of the Purchase
Agreement is subject to Bankruptcy Court approval, which was applied for on October 15, 2002.

The bankruptcy filing developed by XO contained an alternate reorganization plan. In
light of the pending termination of the Purchase Agreement, XO plans té proceed with this
alternate plan — the “Stand-Alone Plan” — to emerge from bankruptcy. The Stand-Alone Plan,

described more fully below, was previously proposed to the Bankruptcy Court, and voted upon

2 See Order Approving Transfer of Authority, Docket No. 02-00525 (June 12, 2002).
3 See In re XO Communications, Inc., Case No. 02-12947 (AJG) (Bankr.S.D.N.Y ), filed June 17, 2002.
830667 v1 -2 -
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by creditors, but has not yet been confirmed by the Bankruptcy Court.* It is currently anticipated
that the Bankruptcy Court will hold a hearing to consider the confirmation of the Stand-Alone
Plan in mid-November 2002. Like the Forstmann Little/Telmex Plan, the Stand-Alone Plan
involves the elimination of unsecured debt and existing equity and the issuance of new equity.
Indeed, while both plans would eliminate $3.7 billion of XO’s unsecured debt, under the Stand-
Alone Plan, an additional $0.5 billion of XO’s secured debt will be eliminated. Specifically,
under the Stand-Alone Plan, the outstanding shares of stock of XO would be cancelled, and $500
million of the $1 billion in existing loans under XO’s secured credit facility would be converted
into 95% of the new initial common stock of Reorganized XO, with the remaiﬁing $500 million
to be converted into a $500 million pay-in-kind junior secured loan. XO note holders and
general unsecured creditors collectively would receive the remaining 5% of this initial common
equity. As a result of High River’s holdings in XO débt, High River would be issued no less
than 80% of the new initial common stock of Reorganized XO (before giving effect to the
exercise of rights in the rights offering described below.)

Reorganized XO may seek to obtain funds through a $200 million rights offering.
Pursuant to this rights offering, certain of the Company’s creditors, including Meadow Walk, and
certain holders‘ of equity interests will have rights to acquire on a pro rata basis up to 40,000,000
shares of stock of Reorganized XO, after which the uqexercised rights will be available to the
holders of senior debt, including High River. However, even if all of these shares were issued to

other parties, High River’s equity interest in Reorganized XO would not be diluted below 50%.

¢ The Stand-Alone Plan is described in the “Disclosure Statement With Respect to the Third Amended Plan

of Reorganization for XO Communications, Inc.,” dated July 22, 2002 (“Disclosure Statement™) and filed with the
Bankruptcy Court. In its “Order Confirming Third Amended Plan of Reorganization” issued on August 26, 2002,
the Bankruptcy Court reserved XO’s rights to proceed with the Stand-Alone Plan. On October 15, 2002, XO filed
notice with the Bankruptcy Court of its intention to proceed with the Stand-Alone Plan.
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Any shortfall from the rights offering may be covered by new secured loans ranking senior to the
- junior secured loan, although no agreements for this financing have been reached. The Stand-
Alone Plan also provides for the grant of stock options to Reorganized XO management and
three series of warrants, exercisab]e over a seveh-year period, to XO note holders and general
hnsecured creditors for the purchase of additional common stock at a premium. Consummation
of the Stand-Alone Plan is subject to a number of conditions, including the receipt of Bankruptcy
Court and regulatory approvals.5 |

‘By this Application, the‘\ Applicants respectfully request that the Authority take any action
it deems necessary to expeditiously approve the 'trénsfer of control of XO Tenneésee to the
Reorganized XO, a majority of whose stock will be owned by High River, pursuant to the Stand-
Alone Plan. As discussed below, the public benefits associated with the Stand-Alone Plan are
similar to the benefits associated with the ’Forstmann Little/Telmex Plan. Because the Authority
- took these benefits into account in approving the Forstmann Little/Telmex Plan, the Authority
should approve the Stand-Alone Plan z;s well. The Stand-Alone Plan is similar to the Forstmann
- Little/Telmex Plan in that neither ihvolves the transfer of operating authority — ie., XO
Tennessee will continue to provide the same high qﬁality services in an uninterrupted manner.
Upon completion of the proposed transfer of control, XO Tennessee will continue to provide

intrastate telecommunications services in Tennessee under the same name and pursuant to its

5 Prior to XO’s bankruptcy, Craig O. McCaw controlled (primarily through control of Eagle River

Investments LLLC) or had rights to vote shares of common stock that in the aggregate represented more than 50%
percent of the voting power of XO common stock. In light of the Company’s Debtor-in-Possession status, Mr.
. McCaw’s control of XO is very limited. This Application, accordingly, seeks approval for a transfer of control of
XO’s subsidiaries in Tennessee from XO, Debtor-in-Possession, to the Reorganized XO, as controlled by High
River. Based on the current holdings of XO’s debt securities, no other shareholder is expected to hold 10% or more
of Reorganized XO.
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existing authorizations and tariffs. Accordingly, the transfef of ‘control also will be transparent to
customers in Tennessee.

Because the Authority has very recently considered the public benefits associated with
the successful reorganization of XO, the Appiicants réquest expedited approval of this
Application. Nearly a year has elapsed since XO began its restructuring efforts, and it is
becoming more important for XO to complété its restructuring quickly so as to avoid any
disruption of service to XO’s current customers. It currently is anticipated that fhe Bankruptcy
Court will chfirm the Stand-Alone Plan in mid—Noyvember 2002, and the parties would be
closing this transaction as soon thereafter as possible. Thus, it is essential that the par[ie.s obtain
Swift regulatory approval to consummate the current proposal. They respectfully request
approval no later than December 16, 2002.

DESCRIPTION OF THE RELEVANT PARTIES

XO. As described in XO’s initial filing, XO Tennesse¢ is a wholly owned subsidiary of
XO Communications, Inc., a Delaware corporation (XOXOQ on the OTC-Bulletin Board). All
are headquartered at 11111 Sunset Hills Road, Reston, Virginia 20190. Through its operating
subsidiaries, XO provides bundled local and long distance as well as dedicated voice and data
telecommunications services primarily to business customers. It operates broadband fiber optic
networks in more than 60 cities in the United States and serves 25 of the largést metfopolitan
areas in the United States. The Company also is one of the nation’s largest holders of fixed
wireless spectrum, covering 95% of the population of the 30 largest U.S. cities, and has deployed
fixed wireless technology in 27 of these cities. |

XO is aﬁthorized, through its subsidiaries, to provide intrastate interexchange services
virtually nationwide, including in Tennessee, and is authorized to provide local exchange
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6 The Company also offers domestic

services in approximately 30 states, including Tennessee.
and international telecommunications services pursuant to FCC Section 214 authorizations. The
Company’s international offerings are incidental to its core domestic business.

Prior to the initiation of the bankruptcy proceeding, XO was controlled by Craig O.
McCaw, but following the consummation of the Stand-Alone Plan, it is expected that Mr.

McCaw and affiliated interests will not hold any significant equity interest in XO.

REORGANIZED X0 AS CONTROLLED BY HIGH RIVER LIMITED PARTNERSHIP

Pursuant to the Stand-Alone Plan, XO — the parent of XO Tennessee — will emerge from
bankruptcy. A majority of the stock of Reorganized XO will be held by High River, a Delaware
limited partnership located at 767 Fifth Avenue, Suite 4700, New York, New York 10153. Carl
C. Icahn, a U.S. citizen, ultimately controls and has a majority ownership interest in High River
through his ultimate control and ownership of its general and limited partners. The general
partner of High River is Barberry Corp. (“Barberry”), a Delaware corporation. Carl C. Icahn
owns 100% of Barberry’s stock. Barberry holds an approximate 1% partnership interest in High
River. High River has two limited partners. One limited partner is Chelonian Corp.
(“Chelonian™), a New York corporation. Carl C. Icahn controls either directly or indirectly
approximately 99% of Chelonian’s stock. Chelonian holds an approximate 91% partnership
interest in High River. The other limited partner in High River is Highcrest Investors Corp.
(“Highcrest”), a Delaware corporation. Carl C. Icahn controls either directly or indirectly
approximately 99.5% of Highcrest’s stock. Highcrest holds an approximate 8% partnership

interest in High River.

6 See Docket No. 98-0252, granted September 29, 1995.

830667 v1 | -6-
098304-000 11/4/2002



High River is engaged in the business of buying, selling, investing and holding securities
and debt obligations. Neither High River, Carl C. Icahn nor anyvof their affiliates controls or
holds a éubstantial interest in any telecommunications company.

The Reorganized XOV will continue to possess the manageriél, technical and financial
qualifications to provide, through its subsidiaries, telecommunications services in Tennessee.
High River generally plans to retain XO’s current management team and will continue to rely on
the experienced cadre of managers, technicians and other professionals who now operate XO’s
networks and provideuser'vice to the public. Of course, over time there may be management
changes as deemed appropriate by the Board of Directors. Financially, as discussed below, the
Reorganized XO will benefit from a major reduction in its current debt as well as potential
additional funding through the Rights Offering or the additional loan. Attached hereto as Exhibit
A are pro forma balance sheets and operating statements for the Reorganized XO demonstrating
its financial qualifications upon emerging from bankruptcy under the Stand-Alone Plan. Of
special significance is the fact that the reorganized company is expected to have $387 million in
cash or cash equivalents available to it. The pro forma financial statements were prepared by
XO and are contained in the Disclosure Statement approved by the Bankruptcy Court and
distributed to the bankruptcy claimants. The attached financial statements do not reflect any
fundsA from the Rights Offering but do reflect future borrowing uilder the Additional Loan
discussed beldw. |

DESIGNATED CONTACTS
The designated contacts for communications concerning this Application are:

Brad E. Mutschelknaus Peter A. Rohrbach

James J. Freeman - Marissa G. Repp

Nicholaus G. Leverett Ari Q. Fitzgerald

KELLEY, DRYE & HOGAN & HARTSON L.L.P.
830667 v1 -7 -
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WARREN, LLP 555 Thirteenth Street, N.W.

1200 19™ Street, N.W. Washington, D.C. 20004-

Suite 500 1109

Washington, D.C. 20036  Telephone: (202) 637-5600
- Telephone: (202) 887-1212 Fax: (202) 637-5910

Fax: (202) 955-9792

Copies of any correspondence relating to this Application also should be sent to:

Cathleen A. Massey

Vice President — External Affairs/Assistant General Counsel
XO COMMUNICATIONS, INC. '
11111 Sunset Hills Road

Reston, VA 20190-5339

Telephone: (703) 547-2361
Fax: (703) 547-2881

DESCRIPTION OF THE STAND-ALONE PLAN

The Stand-Alone Plan is similar to the Forstmann Little/Telmex Plan in phat it involves
, the elimination of unsecured debt and existing equity and the issuance of new equity of XO. As
noted above, while both pians would eliminate $3.7 billion of XO’s unsecured debf, under the
Stand-Alone Plan, an additional $0.5 billion of XO’s secured debt will be eliminated. Each
component of the Stand-Alone Plan is discussed below.

A. Conversion of Secured Loans

With the approval of the Bankruptcy Court, $500 million in existing senior secured loans
will be converted intov95% of the initial issue of Reorganization Common Stock (90,250,000

shares)’ through the issuance of shares pro rata to holders of the senior secured loans

7 Reorganized XO will be authorized to issue 1,200,000,000 shares of new equity, which will consist of

1,000,000,000 shares of common stock (“Reorganization Common Stock™) having a par value of $0.01 per share,
and 200,000,000 shares of undesignated preferred stock, which will have a par value of $0.01 per share. Holders of
Reorganization Common Stock will have one vote per share and will be eligible to vote on all matters that come
before the stockholders, including election of the Board of Directors. All holders of Reorganization Common Stock
will have the same voting rights and will vote together as a single class.
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outstanding of XO (“Senior Secured bebt”). The remaining 5% (4,750,000 sharés) of
Reorganization Common Stock will be issued to the holders of senior notes (“Senior Notes”) and
other general unsecured claims to be divided pro rata according to the amount of their claims.®

At the same time, the remaining $500 million in secured debt will be converted into an
amended and restated debt facility (the “Junior Loan”) in the principal amount of $500 million.
Reorganized XO will be the borrower under the Junior Loan, and all current and future
subsidiaries of Reorganized XO will guarantee payment under the facility and provide a security
interest in their assets. The Junior Loan may be subordinated to a possible néw senior credit
facility (the “Additional Loan”) of up to $200 million which may, among other things,
compensate for any shortfall ih funds from the rights offering described below.

B. Other Existing Debt and Equity

XO’s existing common and preferred stock and most other ﬁﬁsecured debt will be
cancelled upon XO’s emergence from bankruptcy. Note holders and general unsecured creditors
will receive 5% of the initial Reorganiiation Common Stock as discussed above, and they and
thé former equity holders may have the right to aiéquire Reorganization Common Stock as
descﬁbed below.

C. Rights Offering

v

The Reorganization Common Stock issued to holders of Senior Secured Debt, Senior
Notes and other general unsecured claims may be subject to immediate dilution through a

“Rights Offering” of 40,000,000 shares of Reorganization Common Stock (the “Rights Shares™)

8 As indicated in footnote 1, supra, Meadow Walk, a limited partnership ultimately controlled by Carl C.

Icahn, will be issued an approximate 1.4% interest in Reorganization Common Stock as a result of its ownership of
XO Senior Notes. :
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valued at $5.00 per share for an aggregate of $200 million.” Assuming 40,000,000 shares of
Reorganization Common Stock are issued in the Rights Offering, the Rights Shares would
represent approximately 29.6% of the outstanding shares of Reorganization Common Stock.'®
The Rights Offering is expected to commence at or shortly after closing of the
bankruptcy plan, subject to the receipt of any required approvals. Holders of Senior Notes,
general unsecured claims, subordinated note claims, old preferred stock interests, and old
common stock interests will have the opportunity to exercise rights to subscribe to any or all of
the Rights Shares for approximately 30 days after the commencement of the Rights Offering.
These rights are not transferable. Thereafter, transferable rights will be issued to holders of
Senior Secured Debt covering any Rights Shares not already subscribed. These transferable
rights will expire approximately 30 days after grant. As is eviden‘t, it is not possible to now

determine who will exercise rights or how many shares they might be able to acquire.

D. New Warrants and Management Incentive Program

Three series of warrants will be issued under the Stand-Alone Plan to holders of Senior
Notes and other general unsecured claims. These warrants will enable holders to purchase
‘specified amounts of Reorganization Common Stock at prices representing a premium to the
assumed pre-Rights Offering equity value of Reorganized XO. These warrants will expire seven

years after they are issued."!

? Additional Rights Shares may be issued as necessary to assure that holders of old XO Class A common

stock interests have an opportunity to acquire at least 3,333,333 Rights Shares.

o If rights to an additional 3,333,333 Rights Shares are given to holders of old XO Class A Common Stock

Interests, the Rights Shares would represent approximately 31.3% of the shares of outstanding Reorganization

Common Stock following their issuance. '

u Specifically, holders of New Series A Warrants will be able to purchase a defined pro rata share of

9,500,000 newly issued Reorganization Common Stock at an exercise price of $6.25 per share; holders of New
‘ .. . continued
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Finally, the Stand-Alone Plan includes provision for the adoption of a stock option plan.
Thisv plan would enable Reorganized XO to grant options exercisable over several years to
acquire up to 10% of the shares of Reorganization Common Stock to the officefs, employees, |
and directoré of Reorganized XO and its subsidiaries. Again, it is not possible now to determine
who will exercise their ﬁghts under the warrants and options to acquire Reorganized XO shares.

E. Estimated Ownership Percentages

High River currently holds approximately 84.7% of XO’s Senior Secured Debt, some of
which was acquired through a tender offer for any and all Senior Secured Debt commenced on
August 21, 2002. High River may, from time to time, acquire additional Senior Secured Debt.
As the holder of such Senior Secured Debt, upon issuance of the initial Reorganization Common
Stock, High River will be issued no less than 80% of the equity of Reorganized XO'* and will
have the ability to designate a majority of the members of Reorganized XO’s board of
directors.”® No shareholder other than High River is expected to hold 10% or more of the initial
Reorganization Common Stock.

As noted above, it is, of course, impossible to determine now the results of the exercise of
the rights or warrants. The Rights Offering may dilute High River’s holdings of Reorganization

Common Stock. However, High River will continue to hold a majority of the shares of .

Series B Warrants, 7,125,000 shares at an exercise price of $7.50 per share; and holders of New Series C Warrants,
7,125,000 shares at an exercise price of $10.00 per share.

12 Meadow Walk, which, as noted above, is a limited partnership ultimately controlled by Carl C. Icahn,
currently owns approximately $1,415,185,500 in principal amount of various tranches of the Senior Notes,
representing approximately 30% in principal amount of such Notes. Under the Stand-Alone Plan, Meadow Walk’s
interest in the initial Reorganization Common Stock will be approximately 1.4%.

13 Pursuant to the Stand-Alone Plan, two of the seven directors will be representatives of management, and if
the Rights Offering raises at least $150 million, the holders of these Rights Shares will name one of the directors. In
any event, High River will have the right to designate a majority of the board of directors of Reorganized XO.
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Reorganized XO after the Rights Offering.14 Because numerous entities and individuals will bé
given the chance to participate in thev Rights Offering, and any individual or entity cbuld
purchase any or all of the Rights Shares, it is not possible to be certain that no individual ork
entity other than High River will hold 10% or more of Reorganized XO’s stock upon conclusion
of the Rights Offering. The Applicants do not anticipate, however, that any individual or entity
other than High River would hold a 10% or greater ownership interest in Reorganized XO at the
time the Rights Offering expires. Appended hereto as Exhibit B are organizational charts
showing the ownership of XO pre-bankruptcy reorganization and post-bankruptcy reorganization
under the Stand-Alone Plan.

NEW CREDIT FACILITIES

As noted above, $500 million of the current $1 billion dollar outstanding credit facility
will be cancelled by issuing new common stock in Reorganized XO to the lenders. The
remaining $500 million of the existing facility will be converted"intc‘) the Junior Loan. In
addition, XO may seek to borrow up to $200 million in additional fundsk, especially if its
proposed Rights Offering brings in less than the $200 million expected. The Additional Loan

would be on a secured basis and would be superior to the Junior Loan.

14 Even if High River does not purchase stock in the Rights Offering and 40,000,000 Rights Shares are fully
subscribed, High River would still control in excess of 50% of the total issued and outstanding Reorganization
Common Stock at the time the Rights Offering expires.

Exercise of the New Series A, New Series B, and New Series C Warrants would further dilute High River’s
holdings. However, there can be no certainty if or when these warrants would ever be exercised, because the
exercise period stretches over seven years and the exercise price for each series represents a premium to the assumed
pre-Rights Offering equity value of Reorganized XO.
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PUBLIC INTEREST ANALYSIS

Approving the transfer of control of XO Tennessee to Reorganized XO pufsuant to the
Stand-Alone Plan is in the public interest. The Authority already has approved the now
terminated Forstmann Little/Telmex Plan. A key aspect of that_plan was XO’s emergence from
bankfuptcy with a strengfhened balance sheet that allows for better access to the capital markets.
The Stand-Alone Plan accomplishes this goal by reducing significantly XO’s indebtedness. In
either case, the resulting benefits afe a recapitalized gnd reorganized XO that may continue to
operate through the same subsidiaries, under the same names and with the same operating
authorities. Any future changes in the entity provi’,ding service or its name would be effected in
accordance with any applicable Authority requirements.

| Moreover, like the Forstmann Little/Telmex Plan, the Stand-Alone Plan does not involve
any transfer of authorizaﬁons or change in carriers providing service to customers, or any change
in the rates, terms or conditions of service as a result of the transaction. Finally, as with the
Forstmann\Little/Télmex Plan, under the Stand-Alone Plan, subject to direction of\ the Board of
Directors, it is generally planned that XO’s current management team will continue to operaté
XO’s networks and provide service to the public. Accordingly, /XO’s management and the
contact for customer and Authority inquiries will remain the same for the operatihg subsidiaries
of XO after the transfer of control:

Cathleen Massey o

Vice President — External Affairs/Assistant General Counsel

XO COMMUNICATIONS, INC.

11111 Sunset Hills Road

Reston, VA 20190-5339

Telephone: (703) 547-2361
Fax: (703)547-2881
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Thus, the transfef of control of XO Tennessee for which apbroval is requested by this
Application will be transparent to customers and will not have any adverse impact on them. The
only changes caused by this transaction are in the ultimate ownership and financial condition of
the parent of the operating subsidiaries.

As stated in XO’s previous application, the proposed reorganization is neceésary for XO
to survive in the telecommunications market. XO and other emerging telecommunications
companies have suffered over the past year amid the downturn in the technology and
communications markets, slowing demand, and a marked tightening of capital markets as
investors shied away from funding enterprises that were not ‘ generating net profits or had
unfunded business plans. XO’s results of operations have remained relatively strong. However,
XO has not had access to the capital markets to address its funding needs and XO’s business plan
is not fully funded. Therefore, without this restructuring, XO’s financial stability could be
significantly compromised. At that point, services to consumers in Tenneséee and elsewhere
could be adversely affected. The proposed reorganization pursuant to the Stand-Alone Plan will
allow XO to build upon its solid foundation with a strengthened balance sheet, significantly
reduced debt and additional funding. The proposed transaction should enable XO to continue to
provide high quality local, long distance, and broadband services to its customer base, thereby
serving the public interest.

WHEREFORE, the Applicants respectfully request that the Authority approve the
transfer of control XO Tennessee from XO Tennessee to Reorganized XO pursuant to the Stand-
Alone Plan as described herein, and grant such other and further relief as it deems necessary.

Because the continued operation and success of XO depends on the consummation of the
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restructuring described herein, it is respectfully requested that the Authority act on this
application as expeditiously as possible, and no later than December 16, 2002.

Respectfully submitted,

g ZM?W "“
Of éounse}/

Henry M. Walker

BouLt, CUMMINGS,

CONNORS & BERRY, PLC

414 Union St, Suite 1600

P.O. Box 198062

Nashville, TN 37219

Telephone: (615) 252-2363
émﬂ 77?%44‘% -

Y
Cathleen Massey v’? Pt
Vice President — External
Affairs/Asst. General Counsel
XO COMMUNICATIONS, INC.
11111 Sunset Hills Road
Reston, VA 20190-5339
Telephone: (703) 547-2361

Of Counsel: Of Counsel:

Brad E. Mutschelknaus, Esq. Peter A. Rohrbach, Esq.
James J. Freeman, Esq. Marissa G. Repp, Esq.
Nicholaus G. Leverett, Esq. Ari Q. Fitzgerald, Esq.
KELLEY DRYE & WARREN, LLP HOGAN & HARTSON L.L.P.
1200 19 Street, N.W. 555 Thirteenth Street, N.W.
Suite 500 Washington, D.C. 20004-1109
Washington, D.C. 20036 Telephone: (202) 637-5600
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Summary of Significant Assumptions . ' .

The Company has developed the Flan B Projestions (Summdarized below) to agsist
both creditors and shareholders in their evaluation of the Stand-Alooe Plan and to analyze fis
feusibility. THE FLAN B PFROJECTIONS ARE BASED UPON A NUMBER OF
SIGNIFICANT ASSUMPTIONS DESCRIEED BELOW. ACTUAL OFERATING RESULTS
AND VALUES WILL VARY FROM THOSE FROJECTED.

8- Fiseal Years. The Company's fisonl year ends on December 31 of cach year. Any
refezence to “Fiscal” immediately followed by & specific year means the 52 week period ending
‘on December 31 of such year. The Projections assume that all fiscal years contain 52 weeks of
- projected nesults of operations.

eTInS @ pnsupemation.  The Plan B Projections assume an Effective Date of
September 30, 2002 with Allowed Claius aud Interests weated in accordmice with the treatment.
provided [n the Stand-Alone Plan with respect to such Allowed Claims and Interests.  If the
Effective Datz dots not ocour by September 30, 2002, additional bankruptey expenses will be
incwred until such time as & new plan of reorganization is confirmed. This delay could
significantly impact the Company's results of operations and cash flows.

< Assumptions Freceding the Effecti gte. As g basis for the Plan B Prujections,
meanagement has estimated the oporating resulls for the period of time leading up ta the Effective
-Date and hay made assumptions with respect to the impact that the reorganization process will
bave on operations prior to the Effective Date. Specifically, it hus been assumed that durinig the
Chapter 11 cases, key vendors will continue to provide the Company with services and/or goods
on customary tevms end credit. '

& General Economic Conditions, ‘The Plan B Frojections were preparcd assuming that
economic conditions in the markets served by the Company do not differ sipnificantly over the
next three years froi cunént economic conditions. Inflation in revenues and casts are assumed
10 romain relatively low.

o. Revenucs. Revenues are broken down fnio five product lines within the Company: (i)

voice, (ii) Intemet aceess, (iif) network access, (iv) wab hosting, and (v) integrated volce

data services. Reveres from voice comtimue to grow through the projectsd period, but decline
85 percentage of lowl revermes puimarily s a result of the pmjected growth in data and
imeprated products. The projected growth in integrated products Is in large part attributable to
the zs;nnd success of XOptions, a flat-rate, bundled package offering a combination of vaice

£ Cout of Service. Cost of servioe represants those coats diretly associated with providing
telecommunications services to e Company’s castomaers.  Cost of sarvice Includes, &MODE
ather tems, the cost of connecting custmers to the Company's networks via loased facilitles, the
cost of leasing components of the Company's network facilities and costs paid to thind party
providers for intevconmect access and fransport services, The improvement in cost of sales as
mmu.cmmedmekhmdymmlammmm the projected
periods: (i) increase of on-net traffic (the Company-owned network traffic) a3 a porcentage of
total network traffic, (il) expanded sales of bigher margin data products, and (i) leveraging of
fixed costs through the addition of ineremental customers. '
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g Selling, and Geners g Selling, operating and general expenses
("$OG™) constst of sales, marketing, ¢ service end administrative expenses, #s well s
network provisioning, enpinsering and operating costs. The increase In the apiregate amount of
80G in the projections i3 largely atributable o the addition of incremental employees and
service and support infrastructure to sustaln projected revenue growth. However, SOG as 2
percentage of revenues Is projected to decling in kesping with the Company's ncreasing suceesd
in leveraging ts corporate infrastructure &8 economies of scale under & patlonal footprint e
renlized.

" b Adjugted EBITDA. Adfusted EBITDA is defined, for purposes of the Plan B Projections,
as earnings before net imerest expense, income tax provision, depreciation and amortizatios,
unususl itens, reorganization items, end soraordinary items.

L Nei Ipterest Expense. Met interest expense reflects inferést expense on owtstanding
burrowings under the Company®s new seaior secured Exit Facility, the $500.0 million in Initial
pﬁndpﬂmumtufﬂwlunlwsmmnsmdmmmmmmpm lenges and other
secured indebtedness, Net Interest expense also reflects estimited Interzst income with respect 1o
talances of cash ed cash equivalents held by the Company. Plenss refér to “X. Description of
Securities to be Issucd Under the Stand-Alone Plan® for discussion of securities to be fssucd
under the Stand-Alons Plan.

} Extraordinery Gain. Extraordinary gaint reflects dhe early extinguishment of indebtedness
resulting from the gestmeturing of the Company’s balnee shest pursuant to te Stand-Alone

" Plan.

k. Income Taxes. The Flan B Projections assume that, upon consummation, the Reorgnnized
Company and its Operating Subsidiaries will not have the benefit of any tax net operating loss
carry-forwards. The Plan B Frojections also assume the Reorgamized Compzny and the
Operating Subsidiaries will not recognize @ reduetion in much of the tax basis of the Company's
long-term sssets ss a result of debt forgiveness. (Scc “XI. Risk Factors” for related fisture tax
issues the Company may encountér and need to consider)

L Capital Expenditures. Capital expendinwes primarily seflect network operating fnd
success-tased investmens in the projected perinds. Capital expenditures in 2002 also reflect
investments necessary to complete several network projects already in progress, with the
majority of expenditures for those projects having already occutred in prior years. The Company
substantially completed its network build i 200), Consequently, capltal expenditutes decline
gignificantly in firtare periods in both absolute terms and es & perpent of petiod revenues.

m. Working Capital. Components of working capital are project=d primarily on the basis of
historic paterns applisd to projected levels of operation, It has been sssued that vendor trade
terms return to normal levels in the post-Effsctive Date period. -

1 Fresh Stapt_Accoupting. The Plan B Projections have been prepaced gencrally
accardance with the basic principles of “fresh start” sccounting for periods afler September 30,
2002. Thess principles ar= contained in the American Institabs of Certified Fublic Acccuntants
Stateyent of Position $0-7 “Financial Reporting by Eutities In Reorgauization Under the
Bankmptcy Code™ Under “fresh start™ accounting principles, the Debtors will determine the
reorganization valug of the rearganized Company at the Effective Date. This value will be
allocated, based on estimated fair market values, to specific langible or identifiable intangible
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assets. The Company is in the process of evaluating further how the reorganization valne will be
allocated © §ts various assets. It is likely that the final atlocetion, as well ss depreciation and
amortizatiot expense, will differ from the amotts presemted herein.

0. Roorganization Value, For pwposes of thls Disclosure Statement and in onder to prepare
the Plan B Projections, management has estimated the reorganization value of the Company
pursuant wo the Stand-Alone Plan as of September 30, 2002 to be approximately §1,000 million
on & pre-Rights Offering basie. Se« *Valuation Analysls.” :

Special Note Regarding Forward-Looking Statéments

Except for the historical information, stetements contrined in this Disclosurc
Statement and incotporated herein by reference, including he projections in this section, may be
considered “forward-lnoking stateeots” within the meaning of faderal securities law. Such
forward-looking statements are subject to rigks, uncetainties and other facrars that could cause
acrual yesults to differ matesially from futage sesults expressed or implied by such forward-
Tooking statemenls. Potential fisks and uncertaioties Include, but are not limited to, gencsal
economic and business eonditions, the competitive environment in which the Company operates
and will opecats, fhe success or fiilure of the Company in implementing its current business and
operational strategics, the lavel of trade creditor support, the ability of the Company to maintain
und fmprove its operating margins, mad the Nquidity of the Company on & cash flow basis
(including ehe ability to comply with the financial covenants of iis cvedit armngaments and to
fund the Company's capitsl expenditure progeam). For additional informetion about the
Company and relevant risk factors, sec “X1. Risk Factors.”

Financlal Prajections

The financial projections pepared by management are summarized in the following tables.
Specifically, the atiached tables include: '

5. Pro-forma reorganized consolidated Company balance shest as of Seplember 30, 2002
(“Estimated Pre-Consummation™), including all reorganization adjustme nts.

6. Projected balance sheets 48 of December 31, 2002 through December 31, 2005,

7. Projected income statenems for the fiscal years ending Decevaber 31, 2002 through
Blesember 31, 2005. .

8. Projected stateménts of eash flow for the fiscal years ending December 31, 2002 throogh
D&em3l,1ﬂﬂ$.

All captions in the attached projections do not correspord exactly to the Compauy’s historical
mwmd:;p?rm;mempﬁmmuenmbﬁmdforpmmmw:pm Pleaze note
that the individuz]l amounts may not st 10 the totals presented in the foliowing financial
statémnents dus to ronnding differences. '
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The Swnd-Alone Plan provides for, smong other things, & restructuring of the .

Compmywmeexdungeofsm&oﬂhcmmndhg&ﬁukmmm&r
Claims into 100% of all issved and outstanding ghares of Mew Reorganization
Cammon Stock and the exchange of 100% of the Company’s outstanding Senior Note
Claims and Class 5 General Unsecured Claims into New Warras, The Stand-Alone
Flan eswumes that el claims, includingmuedimatst.ulatedtuall'uhhe
mmﬁng,&anmde:nmﬂUmmdﬂﬁmwﬂlbaﬁrgim in
exchange for the allocation of new seturities outlined above. The.adjustments reflect
the cancellation of all Subordinated Note Claims end Old Preferred Stock Interests
pursuant 1o the terms of the Stand-Alone Plan. Estimated restructuring fees
sssoclated with the Stand-Alone Plan approximate 547 million (including an

~ estimated $6.0 million of fises related to the Exit Facility). Accrued interest has been

adjusted to write-off all acorued and unpaid intercst pnd dividends related to the
Senior Notes, Subordinated Notes and 0}d Prefemed Stock. ,

“Yhe Company proposss to account for the reorganization and the celated transactions

mnpre-kighuomﬁngmw.“ﬁnﬁlﬁmofwhichvam&mmmﬂbh
attributable to sharcholder's equity. Tt accordance with SOF 90-7, the regrganization
value has been allocated to specific tangiblc and jdentifishle intangible assets and
fiabilities, The excess of the Company’s historical tingible and identified [ntangible
gssets gver the reorganization valus is refiected ag an adjustment to xecord these
gssets at heir fair value. The Company is currently evalusting the value of various
assets, including certain of is fixed mssets and LMDS licenses, which may lead to
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adiditionad pro farma adjustments w book values and result in a differcnt allocatiop of
fair mﬂﬂpﬁmﬁ over the ‘Company’s tangible and identiflzble intangible asscts xs
of the Effoctive Date. ‘The amount of sharehalders” cquity in the fresh start balance
sheet |5 not = estimate of the trading value of the New Common Stock after
cotfimation of e Stand-Alone Plan, which value is subject o many uncextainties
and cannot be reasonably estimated at this time, The Company does not make say

ion as to the ading value of shares snd warrants to be issned purgnant to
the Stami-Alone Plan. '
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XO Pre-Bankruptcy Reorganization'

Craig )
4
Others McCaw’ Forstmann Little

\ 41% 51%

XO Communications, Inc.

8%

100% 100%

XO Long Distance

: XO Tennessee, Inc.
Services, Inc.

100%

XO Long Distance
Services (Virginia), LLC

1. These diagrams show 'ownership as approximate percentages of the voting interests in XO Communications, Inc. (“X0O”)

2. Forstmann Little & Co.’s interest is held primarily by Forstmann Little & Co. Equity Partnership-VI, L.P. and Forstmann
Little & Co. Subordinated Debt and Equity Management Buyout Partnership-VIL, L.P. Minor interests held by persons
affiliated with Forstmann Little & Co. also are included.

3. Prior to XO’s bankruptcy, Craig McCaw controlled XO through his ownership interest in Eagle River Investments, L.L.C,,
through other holdings of XO securities and pursuant to various voting arrangements, the primary one with shareholder
Wendy P. McCaw, his former wife. Mr. McCaw holds a proxy to vote the number of shares of XO stock held by Mrs.
McCaw necessary for Mr. McCaw to hold 51% of the interest in XO. However, in light of XO’s current Debtor-in-Possession
status, Mr. McCaw’s control of XO is very limited.
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XO Post-Bankruptcy Reorganization Under the
Stand-Alone Plan

: | : : . Meadow Walk
Others’ H1g; ilver Iﬁ.m;lted I imited
artnership . Partnership”
\\ 18.6% 80% / 4%
/ ‘ Reorganized
XO Communications, Inc.
100% 100%
XO Long Distance XO Tennéssee, Inc.

Services, Inc.

100%

XO Long Distance
Services (Virginia), LLC

Upon issuance of the initial Reorganization Common Stock, High River Limited Partnership (“High River”) will be issued no less
than 80% of the equity of Reorganized XO Communications, Inc. (“Reorganized XO”). At the time the Rights Offering expires,
High River will, in any event, still control in excess of 50% of the total issued and outstanding Reorganization Common Stock.
Meadow Walk Limited Partnership and High River may distribute their stock of Reorganized XO to Cardiff Holding LLC.

No other shareholder is expected to hold 10% or more of the initial Reorganization Common Stock.
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VERIFICATION

I, Cathleen A. Massey, am Vice President — External Affairs and Assistant General
Counsel of XO Communications, Inc. and am authorized to representrit and its sub'sidiaries,b and
to make this verification on their behalf. The statements in the foregoing document relating to
this company and its affiliates, except as ’otherwise specifically attributed, are true and correct to
the best of my knowledge ahd belief.

I declare under penalty of petjury that the foregoing is true and correct.

Subscribed and sworn to before me this day of
, 2002.

Notary Public

My Commission expires:
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VERIFICATION

I, Edward E. Mattner, am an Authorized Signatory of Barberry Corp., general partner of
High River Limited Partnership, and am authorized to represent it and High River Limited
Partnership, and to make this verification on their behalf. The statements in the foregoing
document relating to High River Limited Partnership and its affiliates, except as otherwise
specifically attributed, are true and correct to the best of my knowledge and belief.

I declare under penalty of perjury that the foregoing is true and correct.

Subscribed and sworn to before me this day of
, 2002.

Notary Public

My Commission expires:
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